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Statement, to be Presented, at Briefing 
6 December 1956 



1. lb order to understand the content and purpose of Budget Bulle- 
tin 57-5 and its attachment, "Oproraeat of Financial Management in the 
Federal. Government," it is believed necessary to discuss each of the prin- 
cipal objectives included on page 2 of the bulletin which are as follows: 

a* Maintenance of accounts on the accrual basis, including 
the use of adequate inventory and property records 

Dcvelopsttot of cost-based budgeting practices 

c. Review and appropriate revision of budget and accounting 
classifications for consistency and synchronization with 
organisation units to the extent possible^ 

d. Development of supporting information by organisational 
unit Where budget classifications do not coincide with the 
oyga n l z atiom of tho a gm cy 

SlaplUfl^ation of allotBuat strarturs 

2* Each of the five iteas listed are related to each other but it is 
believed that the one that must first be understood before the others are 
discussed and the one which nay be the most important item is that dealing 
with "Cteat-based budgeting,” item b. 

Oggt-jtesgd Budgeting 

1. She term "cost-based budgeting" refers to the method of develop- 
ing and preparing budgets based upon the estimated services, material, etc., 
that will be consumed and/or utilised during a fiscal year as contrasted 
with the present method of preparation based upon estimated services, ma- 
terial, etc., to be oblig at ed (ordered or contracted) for a fiscal year. 

At the present time, the budget of this agency, as well a « most other 
agencies, is developed by obtaining tram individual ccsspoiamfcs of the 
Agency the estimated obligations based upon prior years obligation experi- 
ence and upon knowledge of the anticipated program. To change to a cost 
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budget will require that the components of the agency submit estimates of 
gCKjds and services they intend or plan to utilise during the fiscal year 
period rather than hov much they plan to obligate, and the officials pri- 
marily responsible for budget planning and submission must be able to da- 
te mine the amount of appropriation required, taking into consideration 
resources available utilisation requests, procurement lead time, etc. 

Utader such a plan the Budget subaditslon to the Budget Bureau and Congress 
would reflect anticipated costs (services and materials to be utilised), 
agency available resources (inventories, funds, anticipated undelivered 
goods, etc.), how such resources will, be applied to meet anticipated costs 
and the resulting amount required to be appropriated. 

2. In coordination with improved property records at headquarters 
and partial improvement of such records in the field, the Budget Division 
is considering methods whereby components of the agency may eventually 
submit their inventory usage needs*. The Budget Division in coordination 
with Logistics, Cosmo, and Medical, will use this data In attempting to 
determine the probable agency inventories available for application against 
such demands and what additional procurement may be required for supple- 
menting budget year shortages or increase in inventory for future needs. 

3. Until the agsucy's accounting records are develo]?ed to produce 
complete and accurate cost and inventory figures, the agency will not be 
able to comply with any demand for presentation to the Bureau of the 
Budget and the Congress of a cost-based budget. Thus the further develop- 
smart of the agency’s cost and financial property accounting procedures to 
provide the necessary information is essential. 

It was and still Is the Hoover Commissions recommendation that 
appropriations for the G ove na n s g t be made based upon the value of goods 
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mid services to be delivered and this approach Easy he adopted after 
agencies have satisfactorily demonstrated submission of budgets reflect- 
lag adequate cost data. 

Accrual Accounting 

1. This then leads us to the second important itess of the five 
listed above* item a; and that is "Maintenance of accounts on the accrual 
hauls* including the use of adequate inventory and property records." In 
order to prepare budgets on a cost basis* it is necessary for the account- 
ing of m agency to be established in such a manner as to reflect resources 
available (funds* inventory* undelivered orders* etc. ) and the cost by 
various components or users of resources. Most G oven oMSiat accounting 
systems provide for reflection of information as to total obligations* 

taw much of such obligations have been paid* and the difference or unliqui- 
dated obligations . To comply with the Budget Bureau proposals* it will 
jfitquire that our accounts reflect the cost of services* material* etc.* 
(Slivered (not necessarily paid for) and the value of the undelivered 
/srvices or materials. Thus when components of the agency prepare their 
budgets* they would utilise cost data supplied from accounts to arrive at 
mtlclpated (services and supplies to be used during a fiscal year period. 
9*» accounting records would be designed and utilized to disclose the 
resources available* such as Inventory and unobligated appropriations for 
carry-over purposes. With this Information the pertinent components of 
the agency* particularly Logistics* Medical* Cooso, and Comptroller* would 
be able to determine the adjustments required to available resources which 
would be the appropriation to be asked for. 

2. With respect to the accounting problem* we have already made 
progress toward the objectives of Budget Bulletin 57-5* Fbr all practical 
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purposes a* the present ties, many of our operating costs are on an accrual 
basis, ^ueh an salaries. The most Important link, however, is to establish 
aa a/, -counting eweftem tbAt will reflect costs such as procu re— lit , transport 
tr'vion, and cobMuciim sesvxoes on an accrual or delivered basis. We 
have sowed in this . direct Jpa by developing the mechanic* which will enable 
« ■*•'* ■*»‘M»ain procurr— ui u& »nd financial inventory balances, but the 

installation la »<>»• 

Bo nification or Ailotsssat Structure 

1. The tfc&rd itesa which should be discussed, item e, is "Simplifies- 
felon of alloteat structure." It has been the procedure of Oovera— nt 
agencies to utilise allotments not only for control of finds but also to 
attempt to obtain cost. This has resulted in Multiple allotment accounts 
principally to obtain cost rather than primarily for control purposes. 

The spread of funds ovejjr many accounts results in small allotsnnts which 
require frequent adjustment. Also frequently the cost data desired is not 
obtained because items such as property issues (not being cash items ) 
cannot be processed through the allotment accounts. The proposed "Simpli- 
fication of allotment structure" would contemplate establ ishing fewer 
allotments for flexibility as well as control purposes. Costs can be 
obtained through an integrated cost accounting system, a principal part 
of which would be the further implementation of the present system of 
charging inventory costs to the component user. 

Budget and Accounting Classifications 

1. The fourth it— for discussion is a Joint consideration of 
it— e, "Review and fivlnlon of budget and accounting classi- 

fications for coasimeency and syehroaisation with organisation units to 
the extent possible," and it— d, "Development of supporting information 

-h- 
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toy organisational unit where budget . classification* do not coincide with 
the organization of the agency." These proposals concern the development 
of accounting classifications that record information In direct support of 
budget presentations and organizational units. Our present accountings 
structure doas provide direct information by organization unit. Sams 
organization unit obligations, such as BH/l Off less, can be applied in 
total to a major activity. In several instances; liouever, It Is wore' 
practical and economical to utilize a statistical distribution of account - 
ing data to support budgetary program presentations . For example, the 
accounting system records the obligations of the VS/P area divisions but 
the total of each oust be distributed among three rrajor activities. The 
total obligations of each offl.ee in the W/S era distributed among the 
six major activities. Although our present .'.systems comply with the Bureau 
of the Budget proposals, more effort and analysis will be required in an 
attempt to perfect the distribution by major activity. 

2. In addition to the five points viiich we bars discussed. Budget 
Bulletin '57-5 states that this isprovemert effort should result in an 
accounting sy®tesa that wi.ll provide (a) full disclosure «f financial 
results, (b) adequate financial reports for management purposes, (e) ef- 
fective accountability and internal audit, (d) reliable accounting results 
and central* for budgeting and (®) suitable integration with the Treasury 
Bepartassnt. 

3* It is obvious fags* these statements that it 1® intended that the 
eoaouatlsg shall be reliable and the results obtained for budget purposes 
«ast be accurate and dependable. The statement (c;, “Effective account- 
ability and internal audit" is Interpreted by this Office to man that the 
plan should provide for financial accounting which will establish a control 
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over accountable officers ( those having custody of property and other 
sweats) sad that the accounting records should be so established and late- 
grated vith property records that internal audit will be facilitated. Our 
financial property accounting system is designed to accomplish this. Where 
it has been installed, IdM Office of Audit has been able to perforn adequate 
audit; and where it has not been installed, such audits have not been 
feasible . 

h. 'So summarize the results that the Budget Bureau and. others hope 
to gain from this program for improvement of financial management, it is 
the desire of the Congress, the GAO, Budget Bureau, the Treasury Department, 
and the President that the G over nment improve its accounting and budgeting 
&o that those persons managing the Government may present accurate and 
realistic budgets which will assist in balancing the budget and reducing 
costs to the tax payer. This can only be accomplished through sound ac~ 
counting systems and practices since accurate budgeting depends upon ac- 
curate and informative accounting. 

5 * We in CIA have more responsibility thrust upon us than most other 
agencies due to the fact that our security problems preclude us from re- 
ceiving the assistance and guidance that other agencies will receive from 
GAO, Treasury, and Budget Bureau. It is extremely important, therefore, 
that we do everything possible to comply with this program despite the 
fact that we may not b® subjected to the insistent pressures from GAO, 

Budget Bureau, and Treasury that will be applied to other agencies. 
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